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ANNUAL REPORT OF THE
LIFELINE TELEPHONE PROGRAM
2004

EXECUTIVE SUMMARY

The number of households receiving Lifeline telephone benefits decreased 10.7 percent from
2003 to 2004, with 28,372 enrolled in December 2003 and 25,343 enrolled in December
2004.

Lifeine benefits to Vermonters totaed $4,243,419 in 2004, including the federa contribution of
$1,098,276 in credits and $2,039,655 in waived Subscriber Line Charges. The state share of
totdl Lifeline credits was $1,105,489, with the balanced paid by the federd Lifeline fund.

The full cost of the Lifdine Program to Vermont — Lifdine credits plus reimbursed telephone
company administrative expenses — was $1,220,208.

The average monthly benefit to program participants in 2004 was $7.02 plus the subscriber line
charge waiver of $6.50, for an average total benefit of $13.52 per recipient per month.

Link Up Vermont, ajoint federd-gtate program which cuts telephone ingalation costs in half
for eigible households, provided $19,026 to 1,355 Vermontersin 2004. The program is
funded completely through federd sources.

Vermonters made 84,126 calls through the Vermont Telecommunications Relay Service
(VTRS) in 2004. Intrastate calls, which are funded by the Vermont Universa Service Fund,
accounted for 78.6 percent of billable minutes.



THE LIFELINE PROGRAM

The history of the program

In 1985, the Vermont Generd Assembly gpproved legidation authorizing Vermont to
participatein a“lifding’ telegphone program set up by the Federa Communications Commission (FCC).
The FCC created the program to promote universal service — a policy which originated with the
Federd Communications Act of 1934. The universa service concept has evolved over time, but is
commonly understood to mean widespread availability of basic service at affordable rates. It has been a
maingay of federd policy for over Sixty years.

In the early 1980s, the states and the federal government realized that rapid changesin the
telecommunications industry threstened the concept of universal service. Specificaly, lower-income
households could lose telephone service because of the risng basic rates. The FCC responded by
edtablishing the Lifeine Program to help low-income households counteract the risng cost of phone
service.

Vermont, like 41 other states, accepted the FCC' s offer to participate in the Lifeline Program,
thereby reducing basic teephone rates for qualifying Vermont households. The FCC agreed to waive
the monthly Subscriber Line Charge (SLC)!, which was then $3.50, if the state contributed an equal
amount. Vermont went a step further with a“ match-plus-two” formula in addition to the $3.50 waiver,
$5.50 was subtracted from basic charges, resulting in atotal benefit to qudified gpplicants of $9 per
month. The pressure of rising basic service ratesin 1992 led to legidative action increasing the state
share of the benefit to 50 percent of charges for basic service, or $5.50, whichever would be greater.

From 1985 through September, 1994, the state contribution for the Lifeline Program was
generated through a monthly surcharge on telephone access lines, set by the Public Service Board
(PSB). Effective October 1, 1994, the surcharge by legidative action was replaced with a Vermont

The federd SL.C waiver isfunded through afederad Universd Service Fund (USF), which
receives its support from fees paid by interstate telecommunications carriers. It is now cdled the “End
User Common Line Charge’” but the old language has been retained here since it conforms to the
Lifdine enabling saute,
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Universa Service Fund (VUSF), designed to fund the Lifeline program, the telecommunications relay
sarvice, the statewide enhanced 911 system, and, in the future if authorized, reduction of did-tone
chargesin high cost areas. The VUSF surcharge, set annudly by the PSB, is a percent charge on retall
telecommunications services provided to Vermont consumers.

In 1997, the FCC subgtantialy changed the federa Universa Service Fund, making Lifdine
available nationwide as of January 1, 1998. At the same time, the FCC increased the share of program
costs borne by the federa USF, and made various policy changes to advance the god of universa
service for low income households.

Asaresult of the 1998 changes, federa funding now provides atota credit of $9.50 per
month (including the SLC waiver) to each Lifdine participant, provided that the state matches this
amount with at least $3.50. In response to the increase in federa funds, the Vermont legidature made
two adjusments in the Lifdine program. As of 1998, 30 V.SA. § 218 provides a minimum monthly
credit of $7. The $7 minimum engbles Vermont to utilize the maximum available federd fundsin every
ingtance. A person whose basic monthly service charge is $14 or less receives the minimum crediit.
Basic monthly service above $14 generates a credit caculated at 50 percent of basic service.

Statutory changesin 1998 aso created a new means of enrolling in Lifdline. Prior to the
changes, persons under 65 were digible for Lifdine only if they were enrolled in certain public benefit
programs administered by the Agency of Human Services, Department of Children and Families (DCF,
formerly PATH), Economic Services Divison, which aso received the applications. Persons 65 and
older, with incomes of 175 percent of afedera poverty standard, had a second enrollment option
through an gpplication form in the Vermont income tax package.

The amended statute made it possible for persons under 65 to enrall in Lifeline through the Tax
Department in the same manner previoudy provided only for seniors. The income threshold is set a
150 percent of poverty for persons under 65.

In 2000, the Legidature amended 30 V.S.A. § 218 to provide a new benefit for victims of
domestic violence. The benefit conssts of awaiver of the charges for obtaining and maintaining a non-

published telephone number. As of December 31, 2004, no person had ever applied for the benefit.



In 1993, RCC Atlantic, Inc., d/b/aUnicd (“RCC”), received designation from the PSB as an
“digible tdecommunications carrier” or “ETC” in territory served by Verizon. This desgnation is
required in order for a carrier to receive Lifdine rembursement from the Federd Lifdine fundsand dl
ETCs mug offer Lifdine and Link-Up. RCC isthe first non-incumbent carrier and the first cdlular
carrier to be granted ETC statusin Vermont. On September 29, 2004, RCC recelved designation as
an ETC in the remaining areas of Vermont, those served by the independent telephone companies.

The Lifeline program in 2004

December, 2004, program enrollment represented 8.9 percent of residential telephone lines, a
decrease from 2003 when December enrollment included 9.5 percent of resdentid lines. The number
of households receiving Lifeline telephone benefits decreased from 28,372 in December 2003 to 25,
343 in December 2004 reflecting a 10.7 percent decrease. Table 1, on page 13, shows Lifdline
participation from 1995 through 2004. Table 2, on page 14, shows Lifeline participation in 2004 by
telephone company territory.

Lifeine credits for the year totaled $4,243,419, including the federd contribution of
$1,098,276 in credits and $2,039,655 in waived SLCs. The state share of total Lifeline credits was
$1,105,489.2 The full cost of the Lifeline Program to Vermont — Lifeline credits plus reimbursed
telephone company adminigtrative expenses — was $1,220,208. (See Table 3, 2004 Lifeline
Telephone Program Costs to VUSF, page 15.) The average monthly benefit in 2003 was $13.52
including the SLC waiver (see Table 4, 2004 Average Credit by Company, page 16).3

In 2004, 45.1 percent of recipients were enrolled in the program only by virtue of their
participation in a DCF program, compared to 52.1 percent in 2003. Tax Department applications
aone account for 26.7 percent of participation, while 28.2 percent of recipients were eligible both

*These data are derived from Table 4. The federa contribution is estimated based on the
federd funding formula These figures will change dightly following company true-ups which are
completed on afisca year bass. Failure of components to equd the tota is due to rounding error.

3The average credit may change dightly following company true-ups.
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through Tax and by virtue of participation in DCF programs.

Outreach activities continued asin previous years. Activities amed a seniors included
promotion by the Department of Aging and Independent Living (DAIL) and Vermont's Area Agencies
on Aging and gpplication assistance provided by Area Agencies on Aging, in part through their Senior
Help Line. Loca telephone companies sent a mandated bill stuffer to al customers describing the
program. The Vermont tax booklet included a Lifeline goplication form. DCF aso sent aletter in the
spring to al persons who were enrolled in Lifeline through the Tax Department.

Inits 2004 session, the General Assembly appropriated $85,000 from the VUSF to DCF to
redesign the data system used to manage the Lifdine digibility and enrollment process. The Lifdine
computer program a DCF was designed prior to numerous changes in the Lifeline program that affect
the tracking of enrollment and the computer system has not been modified to keep pace with these
changes, such as enrollment through the Tax Department of people under 65 added in 1998. Recent
increases in the complexity of the telephone market, such asloca number portability and loca
competition, have added a large number of potentia participating telephone companies to the mix, and
the firgt three digits of a phone number are no longer ameans of identifying what company servesa
given consumer. In addition, changes in FCC rules effective in 2004 make certain procedures
necessary that could not be accommodated by the old system. These devel opments make updating the
DCF computer system used for tracking Lifdine enrollment increasingly criticd to ensure that digible
consumers get their benefits and that the state does not authorize double payment or the payment of
benefits to indligible people. The system redesign is currently underway and should be completed by the
end of FY05.

In 2004, the FCC made significant changes in the rules governing the Lifdine program,
including making afedera Lifeline program available in those states that do not have Sate Lifdine
programs.* The rules rlevant to Vermont mandate dligihbility reviews and notice processes for |etting

individuas who become ineligible know they will be dropped from the program. The new rules o

“The states with federal programs offer a significantly lower level of benefits than those with
date programs that draw down the full amount of available federd funds.
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address the need for greater public outreach to find and enroll individudswho are digible. For
example, Vermont has been estimated to have only about haf of digible households enrolled. Although
the new verification and notice rules represent significant change, the way Vermont has chosen to
deliver its program aready has most of the safeguards required by the new rules built into its processes,
and the remaining changes are being accommodated in the data system redesign currently underway at
DCF.

Telephone subscribership among low income Vermonters

The god of universa telephone service is amaiter of Vermont statutory policy® which islargely
redlized through policies intended to maximize subscribership by ensuring basic loca phone service
remains affordable. The Lifdine discount for basic service and the Link-Up credit to reduce the cost of
service inddlation are two chief examples of these policies.

Without phone service, low-income families find it harder to get jobs, obtain services,
participate in their children’s education, and manage day-to-day life. The Vermont Lifdine and Link Up
programs reduce both the ongoing cost and the initid connection cost barriers to telephone service,

Average telephone subscribership in July 2003 was estimated at 97.7 percent of Vermont
households, in comparison to a nationa average of 95.2 percent.® Although Vermont has afavorable
telephone penetration rate, the 2.3 percent of Vermonters without phones is concentrated among low
income groups, where subscribership is much lower than the average. A 2001 FCC study’ showed a
strong link between household income and tel ephone subscribership. In March of 2000, 87.5 percent

30 V.S.A. 8§7515.

*Telephone Subscribership in the United Sates, Alexander Bdinfante, Industry Andysis and
Technology Divison, Wirdline Competition Bureau, Federa Communications Commisson, Table 2,
January 2004. These data, which were reported in the 2003 Lifdine Annua Report, are the most
recent available.

"Monitoring Report, Section 6, Subscribership and Penetration, FCC Common Carrier
Docket 98-202, October 2001, Table 6.11.
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of households with annua income below $10,000 had telephones, compared with 94.5 percent of al
U.S. households®

A key focus of the FCC monitoring study cited above was to determine the effectiveness of
increased federd support for Lifdine that commenced January 1, 1998. The study demonsirates
sgnificantly greeter progress toward universal service in sates that are taking full advantage of federd
support than those states that have opted for lower leves of Lifeline assstance. From March 1997
(before the new federa support) to March 2000, states that are taking full advantage of the federa
funds’ experienced a 2.2 percent increase in telgphone subscribership among low-income households,
compared to a 1.5 percent increase among al states and less than one percent among those states

providing lower levels of assstance. Vermont is among the states participating fully in the Lifdine
program.

Program Administration

Severd departments of state government, a contracted fiscal agent and the stat€' s Eligible
Telecommunications Carriers' are involved in the administration of the Lifeline Program. Theseroles
include
. DCF and the Tax Department handle gpplications and digibility certification.
. DAIL, mostly through the Area Agencies on Aging, promotes the program to seniors.

. DPSisresponsble for annud reporting to the Legidature, annud projection of program costs
and facilitation of the Lifdine Coordinating Committee.

. The PSB ensures sufficient funding through its annua proceeding to set the appropriate level for
the Universa Service Fund charge.

8The difference between the two nationa subscribership figures quoted is aresult of differences
in data collection methodologies of the two reports.

“States take full advantage of the federa funds by matching two-to-one, or $3.50, the
discretionary federa contribution of $1.75 per recipient per month.

v erizon, the nine independent local exchange companies, and RCC/Unicel have been
designated as digible telecommunications carriers as of thiswriting.
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. The Nationd Exchange Carriers Association (NECA), acting as the VUSF fiscal agent under a
contract with the PSB, collects VUSF surcharges and reimburses phone companies for credits
issued to Lifeline customers,

. Locd telephone companies issue the Lifdine credits.

DCF has responghility for issuing amonthly Lifdine digibility list to telephone companies. This
list is comprised of gpproved applications, made through either DCF or the Department of Taxes, and
of program deletions that occur when participants cease receiving DCF benefits and presumably return
to financid independence. DCF dso issues alist annually a mid year removing the names of recipients
who were digible through the Tax gpplication but have not regpplied for the current yeer.

Loca telephone companies are reimbursed for their administrative cogts from the VUSF. State
agencies are not reimbursed for their Lifeline program costs.

Agency representatives and the telephone companies meet periodicdly asaLifdine
Coordinating Committee to discuss program procedures, and to resolve any adminigtrative problems

which arise from timeto time.

Vermont Universal Service Funding

The Public Service Board annudly sets the VUSF charge on retail telecommunications services
to meet the funding needs of the programs which the VUSF funds. Therateis capped at 2 percent. The
surcharge rate during 2004 was 1.27 percent.

Lifeline costs are budgeted & 27.8 percent of tota VUSF expensesin FY 2005. The Vermont
Telecommunications Relay Service accounts for 8.9 percent. Enhanced 911 accounts for 60.5 percent.
The balance went to administrative and audit costs of the VUSF fiscd agent.

LINK UP VERMONT PROGRAM
The Link Up Vermont program lowers financia barriersto the initiation of telephone service,
thus complementing the Lifeline Program, which lowers financid barriers to the continuation of service.
The program cuts telephone ingdlation chargesin haf for low income Vermonters and is paid for
through an interstate revenue pool, which was established by the FCC and is administered by the
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Universa Service Adminigtrative Company (USAC). The phone companies are reimbursed through
USAC. No date funds are involved. Vermont supports the program by adminigtering Link Up
goplications.

In 2004, telephone companies rebated $19,026 to 1,355 individuals. This representsa 3.3
percent increase in program participants and a 23.8 percent decrease in costs compared with 2003
data.

Federd rules now require that states maintain the same digibility guidelinesfor Link-Up and
Lifeline. Phone companiesissue Link Up benefits to any person who demondrates Lifeline digibility.

VERMONT TELECOMMUNICATIONS RELAY SERVICE

On March 20, 1991, Governor Richard Snhelling sgned Act 6 of the Vermont Generd
Assembly establishing a full-time, 24-hour-a-day telecommunications relay service to connect dedf,
hard-of-hearing, and speech disabled Vermonters with the telephone network.

A relay service provides specidly trained communications assistants to relay messages between
hard-of-hearing, speech disabled, or deaf people and people who can hear. To communicate, a hard-
of-hearing, speech disabled or deaf person uses atext telephone (TTY) — atelephone with a
keyboard and a small screen — to type hisor her part of the conversation. The communications
assistant Smultaneoudly receives and reads the messages to the hearing person at the other end of the
line. The communications assstant then types back the hearing person’s spoken wordsto the TTY
user.

Between 1988 and 1990, a volunteer relay center operated at the Austine School for the Deaf
in Brattleboro. In 1990, the DPS solicited competitive bids as required by state law and awarded to the
Austine School a contract for a part-time, transitional relay service, funded by a $.04 surcharge on
telephone access lines.

A permanent relay service, mandated in the 1991 |egidative sesson, was initiated on duly 1,
1991, with the DPS as the responsible state agency. After a competitive bidding process and approval
by the Public Service Board, AT& T was awarded a contract for the Vermont Telecommunications



Relay Service (VTRS) through June 1994. Additiona competitive bid processes have been conducted
every four years beginning in 1993 (for the award of the contract that began July 1, 1994). From 1994
through 2002, AT& T won the contract and provided Vermont'srelay service. A competitive bid
process for the contract cycle beginning July 1, 2002, was commenced by DPS in October, 2001, with
public forums around the State to assess user needs. Following an gpproval process before the PSB,
the new contact was awarded to Sprint, which began providing service, following a smooth trangition
between providers, on July 1, 2002. The contract was for two years with the option to extend for an
additiond two years. DPS exercised the extension option, which commenced July 1, 2004. A new
request for proposa (RFP) will beissued for the next contract period in late 2005.

Vermont'srelay service program was certified by the FCC as meeting al required standardsin
July of 1993, and was recertified in 1997 and 2002.

A total of 81,126 calls were placed through VTRS in 2004. The state must pay only for the
cost of relaying intrastate calls, which represented 78.6 percent of billable minutes in 2004. Interdate,
internationd, internet-based and video relay services are paid for by federa relay service funds.

The VTRS has an advisory council chaired by the Department of Public Service and comprised
of representatives of the telephone industry and the deaf, hard-of-hearing, and speech disabled
communities. The Council meets quarterly.

VERMONT TELECOMMUNICATIONS
EQUIPMENT DISTRIBUTION PROGRAM

Act 135 of the 1997 Vermont General Assembly (enacted in 1998) established a new program
to be funded by the VUSF as a part of the telecommunications relay service statute. This program
provides adaptive telecommunications equipment, such as TTY's, to persons who cannot use the
telephone system without this equipment.

The gatute provides $75,000 per year of funding from the VUSF. Origindly, the program was
established with the same income guidelines as the Lifdine program for persons over 65 (175 percent
of the federd poverty standard for afamily of two). Benefits were capped at $400 per recipient. In
addition, the law required the PSB to adopt rules or an order for the equipment program’s operation,
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taking into consderation “ (1) prior benefits, (2) degree of functiona need, (3) income, (4) number of
gpplicants, and (5) disposition of equipment upon change of residence.”

In accordance with statute, the PSB adopted program guidelines in 1998 that set up a grant
program in which digible individuds identify the qudifying equipment they wish to purchase, and gpply
to the program for a grant to cover the purchase. For those who meet income and disability screening
criteria, benefits under the program are available on afirst-come, firgt-served basis until funding has run
out for the year. Grants on behdf of eigible persons are paid directly to the consumers equipment
desler of choice.

The statute establishing the equipment program requires DPS to conduct a competitive bid
process to salect a vendor to operate the program. This process resulted in an initial contract with the
Vermont Center for Independent Living, which served as the program vendor from 1999 through
2004. In 2004, the most recent competitive bid process resulted in award of the contract to the
Vermont Center for the Deaf and Hard of Hearing.

During the 2000 legidative session, the Vermont Generd Assembly enacted legidation to
correct three eigibility problems that VCIL and the equipment program advisory council had identified
with the program: (1) people with physica disabilities were not covered by the enabling statute despite
their potentid need for adaptive equipment, such as voice activated diders, to use the phone; (2) the
lack of adiding income scae excluded low income families with children who would qudify if income
eligibility was based on family size; and (3) some people had equipment dready and needed repairs
rather than replacement, but repairs were not digible for reimbursement under the origina Satute.

Despite the changes made in 2000, which were effective July 1, 2000, the contractor continued
to report that many needy Vermonters are over-income for the program. Legidation passed in the 2001
legidative session expanded income digibility and lifted the $400 cap on benefits per recipient.
Adjustments to the program guidelines recommended by the Advisory Council to implement the new
law were approved by the PSB in the fdl of 2002, and program promotiond meaterials and applications
reflecting the new guiddines went into digtribution in March of 2003. Despite the changes, a portion of
programs funds continued to go unexpended in FY 04. Y ear-to-date results in FY 05 suggest the new
vendor has been more effective in outreach and funds likely will not be lapsed in the current year.
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Table 2: Lifeline Participation by Company

As of December, 2004

Telephone Company Total Residential Number of % of Total
Access Lines* Lifeline Residential Lines
Recipients with Lifeline

Verizon 230,238 19,652 8.5%
Vermont Telephone 16,717 1,748 10.5%
Waitsfidd/Champlain Valey 17,422 1,244 7.1%
Fairport-Northland 5,868 845 14.4%
RCC Atlantic (Unicd) * 355

Ludlow 4,231 248 5.9%
Northfield 2,494 296 11.9%
Shoreham 3,342 614 18.4%
Topsham 1,522 178 11.7%
Perkinsville 861 86 10.0%
Franklin 841 77 9.2%
Tota 283,536 25,343 8.9%

* From 2003 company annual reports
** RCC does not report total customers
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Table 3: 2004 Lifeline Telephone Program Coststo VUSF

Telephone Company VUSF Administrative Total Costs Admin. Costsasa
Funded Costs percent of program
Credits
Verizon $868,175 $99,894 $968,069 10.3%
Vermont Telephone 76,464 4,824 81,288 5.9%
RCC Atlantic (Unicd) 13,605 0 13,605 0.0%
Waitdfiedd-Champlain Valey 51,174 6,105 57,278 10.7%
Fairpoint-Northland 34,231 900 35,131 2.6%
Northfield 13,188 749 13,937 5.4%
Shoreham 24,423 768 25,191 3.0%
Ludlow 10,059 580 10,639 5.5%
Topsham 7,207 158 7,364 2.1%
Franklin 3,367 512 3,879 13.2%
Perkinsville 3,598 231 3,829 6.0%
Tota $1,105,489 $114,719  $1,220,208 9.4%

*Cogtsin this chart reflect only the state share. Federd funding provided approximately $3.5
million of additiond support including the Subscriber Line Charge waiver as shown in Table 4.
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Telephone Company

Verizon

Vermont Telephone
RCC Atlantic (Unicel)*
Waitsfield & Champlain
Fairpoint-Northland
Northfield

Shoreham

Ludlow

Topsham

Franklin

Perkinsville

Total

Total benefits to participants

State Funded
Credits

$ 868,175
76,464

13,605

51,174

34,231

13,188

24,423

10,059

7,207

3,367

3,598

$ 1,105,489

Average monthly credit per participant

TABLE 4: 2004 AVERAGE LIFELINE CREDIT BY COMPANY

Estimated Federal Estimated SLC Number of
USF Credits Waivers Monthly Credits
| ssued

$ 868,175 $ 1,612,325 $ 248,050

74,172 137,748 21,192

8,491 15,769 2,426

51,174 95,037 14,621

34,640 64,331 9,897

13,188 24,492 3,768

24,423 45,357 6,978

10,059 18,681 2,874

7,207 13,384 2,059

3,150 5,850 900

3,598 6,682 1,028

$ 1,098,276 $ 2,039,655 313,793
$4,243,418.94
State share $ 3.52
Federal share $3.50
Average SLC waiver $6.50
Avg. monthly credit $13.52

per participant
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Average VUSF Federal SLC
Funded Credit USF Credit Waiver
$ 350 % 3.50 $ 6.50
3.61 3.50 $ 6.50
5.61 3.50 $ 6.50
3.50 3.50 $ 6.50
3.46 3.50 $ 6.50
3.50 3.50 $ 6.50
3.50 3.50 $ 6.50
3.50 3.50 $ 6.50
3.50 3.50 $ 6.50
3.74 3.50 $ 6.50
3.50 3.50 $ 6.50
$ 3.52



